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EDITORIAL DEPARTMENT NOTE 


We are presenting in this issue of our Bulletin a very 
complete and detailed description of an accounting system 
for a legitimate theatre. With variations to meet dif- 
ferent circumstances it may be made adaptable to any 
single theatre, large or small, or to a chain of theatres 
located in one city or scattered in any number of cities. 
Since most books on cost accounting treat the subject 
primarily from the standpoint of general theory only, we 
feel that our members will be especially interested in this 
article because it describes a system which is in actual 
use and one that has been found to be very satisfactory. 

Mr. John L. Peper, the author of this paper was born 
in Brooklyn, New York. He attended Columbia Uni- 
versity where he received the degrees of B. A. and M. A. 
in Economics. He is also a graduate of Pace Institute 
and successfully passed the examination for Certified 
Public Accountants in New York in 1930. Mr. Peper 
was associated with the firm of R. J. Watterson and 
Company, Public Accountants, from 1922 to 1927. Since 
that time he has been with Touche, Niven & Co., Public 
Accountants, and is at present a senior accountant on 
their New York staff. Upon our request Mr. Peper 
prepared this paper especially for publication in our 
Bulletin. 

The second article in this issue of our Bulletin is one 
of particular current interest because of the recent sus- 
pension of the gold standard by Great Britain and the 
subsequent fluctuation in the value of the pound sterling 
in terms of American dollars. A desire to be conserva- 
tive under economic conditions such as exist at the pres- 
ent time may lead many accountants of American com- 
panies with Canadian branches or subsidiaries to provide 
for contingent losses on account of fluctuation in ex- 
change rates which, in fact, often may not materialize. 

Mr. D. C. Buffum, the author of this paper, is Vice- 
President of Wallace Barnes Company at Bristol, Con- 
necticut, and is a Past President of our Hartford 
Chapter of N. A. C. A. 
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ACCOUNTING SYSTEM FOR A LEGITIMATE 
THEATRE 


By John L. Peper, Touche, Niven & Co., New York, N. Y. 


INTRODUCTION 


HE general subject of theatre accounting has assumed consid- 

erable importance within the last decade. This tendency may 
be attributed to the modern trend toward efficiency, to the growth 
of chain theatre organizations and to the desire of the theatre 
operator to obtain immediate detailed information regarding opera- 
tions. Furthermore, as in other lines of business, the requirements 
of the federal government for income tax purposes have influenced 
the installation of some sort of accounting system in the theatre 
business. 

Theatres may be classified, roughly, into four groups: (1) legiti- 
mate, (2) motion picture, (3) vaudeville and (4) burlesque, ac- 
cording to the type of production or presentation. The system 
hereinafter described applies to the first group only, i.e., the legiti- 
mate theatre. 

There are various elements involved in the operation of a legiti- 
mate theatre which will determine the type of accounting system 
best adapted to each particular theatre. For example, a theatre 
located in a large and populous city, such as New York, must 
contend with the difficult problem of advance sales which extend 
in some instances over a period of eight weeks. In a small city 
or town this problem would not present itself or at most would 
involve advance sales for one or two weeks only. Then again 
huge organizations mean chain managements, which in turn mean 
the operation and control by a main office and the delegation of 
authority to the managers of the chain units. This authority must 
necessarily be extended if the units of the chain are spread over 
a large area and will be correspondingly restricted if the chain is 
confined to one city or a small area. For our present purpose 
we will confine our attention to the operation of a single theatre 
located in one of the larger cities with the main office outside of 
the theatre building. 
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GENERAL OUTLINE OF SYSTEM 

In view of the seasonal character of the theatre business the 
system outlined in this report is based on a fiscal year ending on 
the first Saturday in June. The period of actual operations as is 
usual, will be confined to the forty weeks just preceding the 
closing date of the fiscal year, and expenses for the entire year then 
ending, except regular weekly operating expenses, will be pro- 
rated over this period. Cash receipts will be controlled, and ad- 
vance sales will be classified according to performance and verified 
by means of a system requiring the use of a special perforated 
ticket and a stamping and tabulating machine. Regular weekly 
expenses will be paid by the manager, by check only, but his 
authority in this respect will be limited. All other expenditures 
will be made by the main office. 

A sample of each form used in connection with the system, to- 
gether with comments relative to the purpose, description and use 
of each form, will now be given. 


ForM 1—THEATRE TICKET 
Purpose: 

The purpose of the theatre ticket, as used at present, is well 
known and requires no further comment. The new additional per- 
forated stub serves as a means of analyzing advance sales by per- 
formances and is also used in conjunction with unsold tickets to 
verify the amount of advance sales applicable to any particular 
future performance. 

Description: 

The form is exactly the samc as the present theatre ticket but 
an additional perforated stub is affixed to the left end, identical 
with the stub now found on the right end. 


Use: 

Unsold tickets for the current and certain future performances 
would be kept conveniently arranged in a rack in the box office. 
When a sale is made the ticket would be placed in the machine 
(Form 5) and stamped on the reverse side of the main portion 
of the ticket. The perforated stub would then be detached by the 
ticket seller and deposited in a box. There would be two boxes, 
one for stubs of tickets for the current performance and the other 
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for stubs of all advance sale tickets. The ticket, when presented 
to the doorman at the time of the performance, would be treated 
as at present, that is, the remaining stub would be detached and 
FORM 1 
Front side of ticket 


; CARLTON THEATRE is 
; B'way and 45rd Street 
x 1h a 3 
. bi 3 . 
4 ee } 
ES This ticket is a personal 3188 
& >: 14 license to enter theatre - 
a and not transferable ~ 
i 
Perforated Main portion Re 
etud of ticket — 
Lal 
< 


Reverse side of ticket 
returned to the patron for seat identification and the body of the ' 
ticket deposited in a box. About one hour after the beginning of 
each performance the unsold tickets for that performance in the 
rack and the tickets found in the doorman’s box would be counted 
and a record made thereof on Form 7. After this ticket count 
has been made, all tickets for such performance, sold and unsold, 
together with the perforated stubs should then be destroyed. 
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Form 2—RetuRN SLIP 
Purpose: 

The purpose of this form is to record the redemption or ex- 
change of tickets, and to act as a substitute for the perforated 
stub detached at the time the returned ticket was originally sold. 
Description: 

The form consists of duplicate slips made up in pad or book 
form and numbered consecutively in pairs. In other words, an 
original and duplicate will each bear the same number. These 
slips should be as long as the main portion of the ticket after both 
stubs are detached and should be one and one-half times as wide 
as the ticket. Each slip provides for two columns, the first column 
to be filled in only when a ticket is redeemed and both columns to 
be filled in when a ticket is exchanged. 


Use: 
When a ticket is presented at the box office to be redeemed or 
exchanged the seller will fill in the exchange slip and by the use 


FORM 2 


RETURN SLIP 389 
Carlton Theatre,N.Y. 
Tickets 
Ret. New 
Date of t'k's 
No.of tickets 
Seat numbers 
Amount 


initials 


of carbon paper will make an exact duplicate. The original will 
be attached to the returned ticket (with a Gem clip) by folding 
it over the main portion of the ticket, thereby leaving the stub 
visible. This ticket will then be returned to its proper place in 
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the rack and, in the case of an exchange, the new ticket will be 
issued in the usual manner. When the old ticket, which was re- 
turned by the patron, is resold the return slip attached thereto 
should be placed in the machine, stamped in the usual way, and 
deposited in the proper box used for perforated ticket stubs. The 
seller will keep the duplicate slips issued by him in the cash drawer 
for use in checking the cash receipts with the machine readings. 
After this check has been made, these duplicate slips should be 
turned over to the manager together with any original slips found 
in the perforated ticket stub box. Both original and duplicate slips 
should be filed together in numerical order. 


Form 3—ExXcHANGE TICKET 
Purpose: 

Form 3 is in the nature of a receipt issued by the ticket seller 
for the amount received from the sale of a ticket at a reduced 
price. 

Description: 

The form consists of a numbered stub and perforated ticket 

(also numbered) somewhat larger in size than a regular ticket. 


FORM 3 
CARLTON CARLTON THEATRE 
THEATRE 726 : 726 
N.Y : Baway.and 43rd Strect 


Exchahge $2.00: Good only for | Bxuange $2.00 


ex paid : performance | may paid 
——: for which 


They will be made up in pad or book form and each pad or book 
should contain tickets and stubs representing the value of $1.00, 
$1.50 or $2.00 as desired, which amounts should be stamped on 
both the stubs and the tickets. 


Use: 
It occasionally happens that a few tickets will be sold just prior 
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to a performance for less than the regular box office price. The 
rate of reduction for each class of tickets is usually definitely fixed 
for such contingencies and the ticket seller therefore cannot devi- 
ate from these allowances. For example, let us suppose a $3.00 
ticket is sold for $2.00. The seller will tear off the next numbered 
$2.00 exchange ticket in that particular pad and present it to- 
gether with the stub of the regular $3.00 ticket to the patron. 
The perforated stub of the regular ticket will be put in the current 
box by the seller and the remaining portion of the ticket properly 
stamped by the machine will be retained by him. The doorman will 
deposit the exchange slip in the box, the patron retaining the regu- 
lar ticket stub for seat identification. At the time of the ticket 
count the number of exchange slips found in the doorman’s box 
should equal the number of tickets in the possession of the seller 
sold at a discount. They should also equal the number of exchange 
slips indicated on Form 7 as having been issued. 


Form 4—StTANDING Room TICKET 
Purpose: 
This ticket is in the nature of a receipt issued to individuals who 
paid admission but to whom no seats were assigned. 


FORM 4 

CARLTON THEATRE 
gBwayand 43rd Street 2 
STANDING ROOM |S 

a | 2) 2: Ticket good only 
4; 401 |for performance |¢ 

Oo: for which issued jo 

Description: 


This ticket will be of the same type as described under Form 1 
except that the stub and the main body of the ticket will contain a 
number and the words “standing room”. As no date is noted on 
the tickets they should be numbered consecutively for purposes of 
control. 
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Use: 

This ticket is issued and treated throughout in the same manner 
as Form 1. If a check of standees in the theatre is desired they 
would be requested to show their tickets and the number thereon 
will indicate whether it was issued on the night of the performance. 
The number of these ticket stubs found in the doorman’s box 
should equal the number of perforated stubs retained by the 
seller. The manager should have charge of all unused standing 
room tickets and should issue them to the sellers as required, mak- 
ing note of such tickets issued. 


Form 5 (Not SHown)—Box Orrice MACHINE 
Purpose: 

The main purpose of this machine is to tabulate certain informa- 
tion in connection with each sale and to stamp each ticket at the 
time of sale. 

The machine is of the cash register type suitable for the purpose. 
The size of the machine will depend upon the number of tabulations 
desired, which in turn will depend upon the number of individuals 
selling tickets. If three individuals operate the machine it should 
provide for registering four totals; one total for the cash receipts 
of each individual and one total for the advance sales of all indi- 
viduals. Such a machine would have four different letter keys in 
addition to the money keys, in order to distribute amounts into the 
proper tabulation. 


Use: 
Let us assume that there are three ticket sellers. 

A letter key and cash drawer (not necessarily in the machine) 
should be assigned to each of these individuals. When a ticket is 
sold it should be inserted in the machine reverse side up, and the 
seller should press the letter key assigned to him, and also the 
money keys indicating the amount received for the ticket. If the 
ticket is for a future performance the advance sale key should also 
be pressed down. The seller should then operate the lever or key 
necessary to set the mechanism in motion to release all keys, tabu- 
late the amount in the proper totals, and stamp the ticket. Any 
tickets issued gratis should be placed in the machine but only the 
letter of the individual should be stamped thereon. All tickets taken 
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from the doorman’s box at the time of each ticket count should be 
scrutinized by the manager to see that all such tickets are stamped. 
A ticket not stamped would tend to indicate that the amount re- 
ceived therefor was possibly misappropriated. At the time of the 
cash count the manager, who will have sole access to the readings 
in the machine, should note the totals therein on Form 6 and then 
clear the machine. 


Form 6—Box Orrice CasH REPORT 
Purpose: 

This form contains the following record: 

(1) The total cash collections by individuals as shown by the 

box office machine tabulation. 

(2) The number of return slips issued, together with the amount 

of tickets returned. 

(3) The time and amount of each deposit of box office receipts. 
Description: 

Provision should be made in this form for at least eight columns 
to include six evening and two matinee performances a week. Ad- 
ditional columns should be provided if more than the regular eight 
performances are given weekly. 


Use: 

This form should be prepared by the manager in duplicate, the 
original to be retained by him and the duplicate copy forwarded to 
the main office weekly. The record of machine readings and re- 
turn slips should be made at the time of the cash count (which 
should take place immediately following the ticket count) and the 
deposits should be recorded thereon when the duplicate deposit slip 
is obtained from the Treasurer. The machine readings, as ex- 
plained under Form 5, would be obtained by unlocking the machine 
and noting the totals shown therein. The pad of return slips would 
show the number of such slips issued, and the duplicate copies of 
these slips, kept by the sellers and later turned over to the man- 
ager, would supply the information in connection with the amount 
of tickets returned. The amount of the machine readings, less the 
total of tickets returned, should equal the amount of cash in the 
drawer, (exclusive of the change funds) and should be the amount 
deposited. The cash receipts of each seller should be counted and 
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BOX OFFICE CaSH REPORT 


Theatre City. Week ended 


MACHINE READINGS 
Day 
Date 
Hoar 


RECEIPTS 


Total receipte 


RETURN SLIPS 
Opening No. 
Closing No. 


tiekete returnea | | | | 


BANK DEPOSITS 


checked separately, and the deposit of all cash should be made by : 
the Treasurer, who should secure a duplicate deposit slip for the 


manager. 


Form 7—Box Orrice STATEMENT 
Purpose: 

This form provides a record of the ticket count made by the 
treasurer and company manager and shows in total the cash re- 
ceipts and tax collection (for one performance) by classes of 
tickets. 
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FORM 7 


BOX OFFICE STATEMENT 


Theatre Attraction 
Mat. or Evo. 
Day Date 
Passe woog soldPrice Receipts Tax 
Orchestra 


Open | Close 


Standing Foo 
Exchanges 
Total 
Grose forward 
Company Manager Gross for week 
or 68 
Treasurer wee 
fet 
When more than one attraction plays the 
theatre during a woek ony ee receipts 
for each attraction shoul drought 
forward. 
1021 
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Description: 

In the column at the extreme left should be printed or written 
the location of tickets according to the various prices. Each loca- 
tion, i.e., orchestra, boxes, loges and balcony may require more 
than one line, depending upon the different ticket prices. 

Use: 

This form should be made out (in triplicate) by the Treasurer 
in the presence of the company manager. One copy should be given 
to the company manager, one copy sent to the main office and the 
third copy retained by the treasurer. Both the treasurer and the 
company manager should sign the statement. 

Approximately one hour after the start of each performance 
the count of the tickets for that performance should be made by 
the treasurer and the company manager. The columns marked 
“capacity” and “price” should be filled in by the treasurer and he 
should then proceed to count the number of unsold tickets in the 
rack and any tickets sold at a discount. The number of such tickets 
together with the number of passes issued (usually shown by a list 
approved by the manager) should be noted in the proper spaces 
under the heading to which they apply. The total deadwood col- 
umn should then be filled in by totalling the numbers shown in the 
three preceding columns. The capacity column, less the total dead- 
wood column, will give the actual number of regular tickets sold 
at the regular box office price. The opening and closing number 
of the standing room and exchange tickets should then be noted 
and the number of each group sold should be extended to the total 
sold column. The box used by the doorman should be unlocked 
and the tickets found therein assorted and counted. The number 
of tickets of each class should equal or be less than the number in 
the “total sold” column plus the “passes”. When this check is com- 
pleted the amounts should be extended to the “Receipts” column 
and all columns should then be totalled. The amount of tax can 
be easily calculated as at present it amounts to 10% on all tickets 
sold in excess of $3.00. 


Form 8—ApvaNnce REporT 
Purpose: 
This form is an analysis made at the time of each cash count, of 
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Day Date 


ADVANCE SALE REPORT 


City 
Mat.or Eve. 


Month | Day | t.| Eve 


To tal 


Brought forward 


ance 


Total advance sale 


Signed 
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the advance sales and tax collections applying to future perform- 
ances. It also shows the total advance sales to date. 
Description: 

A sample of the form is shown and requires no special comment. 
Use: 

The manager will fill in the form in duplicate by the use of a 
carbon sheet, the original to be sent to the office daily and the du- 
plicate retained. 

At the time of the cash count the manager should assort (ac- 
cording to performance) the advance sale perforated ticket stubs 
and the original return slips found in the box. The amount ap- 
plicable to each performance, together with the tax, should then 
be recorded in chronological order on the form under discussion. 
In the course of preparing this record deductions should be made 
for all advance sale returned tickets as shown by the duplicate re- 
turn slips in the cash drawer. The total of the receipts and tax 
columns should equal the amount of the advance sale according to 
the machine reading less the amount of advance sale tickets re- 
turned, as shown by the duplicate return slips. All advance sale per- 
forated stubs should be kept by the manager in small envelopes 
according to performance and may be destroyed after each per- 
formance has taken place. The total of the stubs for each per- 
formance in the various envelopes should equal the amounts shown 
on Form 9. 

The “brought forward” amount is the total advance sale figure 
shown on the last report. The amounts entered in the space “less 
amount applicable to current performance” are taken from the 
proper columns on Forms 9g and Io. 


Form g—ADVANCE SALE SUMMARY 
Purpose: 

This form shows the total amount of advance sales for every 
future performance. 
Description: 

Each sheet will be divided into the number of columns equal to 
the number of performances given weekly, and each column will be 
subdivided in order to provide space for the date of actual sales 
and the amounts thereof. 
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Use: 

(The manager and main office should be provided with this form 
and occasional comparisons should be made to see that they are in 
agreement. ) 


Jan, 7 Jan. 8 | Jan. 8 
Pri 


Upon receipt of the advance sale report (Form 8) the date of 
that report and the amount of advance sales for each performance 
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as recorded thereon will be transferred to the proper column of 
the proper weekly form. A verification of the total advance sales, 
as set forth on Form 8, should be made weekly by footing the col- 
umns on Form 9g in pencil and totalling same. 

A check-up of the box office advance sales should be made by the 
main office at least once every month and at any other time at 
which it may be deemed advisable. In practically all theatres to-day 
such a check-up, briefly stated, consists in counting all unsold 
tickets in the rack (adding thereto any tickets with brokers) and 
deducting the total thereof from the income capacity of the house 
for all the advance performances. The resulting figure, which 
represents the advance ticket sale, should equal the balance in the 
treasurer’s bank account less any receipts of past performances not 
turned over to the main office. 

The system outlined in this report provides for the daily classi- 
fication of advance sales on the form under discussion in order to 
simplify and reduce the time required for making a check-up. This 
classification permits of making a test of the advance sale for any 
given performance and thus eliminates the necessity of checking 
the entire advance sale. The procedure in checking one perform- 
ance is briefly as follows: The amount of the unsold tickets in the 
rack for the particular performance selected should be added to the 
amount of advance sales for the same performance shown on Form 
9. The resulting figure should equal the income capacity of the 
theatre. 

Tickets unaccounted for can be traced by checking the per- 
forated stubs (kept by the manager) and the unsold tickets (in the 
rack) to the seating plan. The seat numbers of the missing tickets 
should be noted, and the manager should examine those tickets at 
the time of the ticket count for that performance in order to ascer- 
tain if they were stamped. If the tickets are found to be unstamped 
the manager should request the patron to identify, if possible, the 
seller, in order to place definitely the responsibility for selling un- 
stamped tickets. 

Form 10 (SAME As Form 9)—ApMIssion Tax SUMMARY 
Purpose: 

This form shows the total amount of tax applicable to every 
future performance. 
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Description: 
No comment is necessary in regard to the description of this 
form as it is identical with Form 9. 
Use: 
| The amounts of tax reported by the manager on Form 8 should 
be transposed to this form in the proper column of the proper 
week and the total of the footings of the columns should equal the 
total amount reported on the last line of Form 8. 

This form should be kept by the manager and the main office 
and should be compared occasionally in order to assure accuracy. 

FORM 11 


+ 


VOUCHER 


Theatre 
city 

Week ended 
Amount 
Check No. 


Details 
1M... Amount 


| 
| 
| 
| 
| 
| 
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ForM 11—VOUCHER 

Purpose: 

This form will provide a record of the miscellaneous receipts 
and of each disbursement recorded on Form 13 and will also serve 
as a jacket for filing statements, reports and invoices supporting 
such receipts and disbursements. 
Description: 

A sheet of plain white paper 9” by 8” may be used for this form. 
The printing on the form should be on the front cover when the 
sheet is folded lengthwise in the middle and held as a book. | 


Use: 
The manager when drawing a check or upon receiving any | 
miscellaneous receipts should fill in the information requested on 
the voucher. The supporting invoices, after being approved by 
him in writing and listed on the voucher should be inserted there- 
in. It is recommended that all salaries be paid by checks so that 
proper receipt may be obtained. Only one voucher need be pre- 
pared for the salary checks but a supporting list setting forth the 
name, position and salary of each employee should be enclosed in 
the voucher. All vouchers would be submitted weekly with the 
statement of cash receipts and disbursements (Form 13). 


Form 12 (Not SHown)—BANK CHECK 
Purpose: 
This check, in addition to serving the usual purposes, will con- 
tain brief details of the payment made. 


Description: 

The check will be of the standard form and will contain a space 
on the left side in which to record important facts pertaining to 
the disbursement. 


Use: 

This type of check can be used by the manager as well as by the 
main office. The authority, delegated to the manager, for making 
disbursements and signing checks is commented upon in connection 
with Form 13. 
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Form 13—Manacer’s WEEKLY STATEMENT OF RECEIPTS AND 
DIsBURSEMENTS 
Purpose: 

This form furnishes a detail record of the daily theatre receipts 
and disbursements for the period of one week and also shows the 
gross receipts to be shared and tax applicable to each performance. 

Description: 
It consists of several columns for recording the details and the 
classification of the receipts and disbursements and two additional 


columns for showing by performance the gross receipts to be 
shared and the tax collected. 


Use: 

It should be filled in by the manager and submitted to the office 
weekly, together with box office statements, the box office cash 
report and properly approved vouchers. A copy of the statement 
should be retained by the manager. 

A bank account should be opened in the name of the theatre and 
the manager given authority to sign checks. This account should 
be balanced every fourth Saturday and the bank statement, to- 
gether with paid checks, should be sent by the bank direct to the 
main office, where the account should be reconciled with the book 
records. Each deposit of box office receipts and tax should be 
entered in total in the “deposit” and “box office receipts” columns 
opposite the proper performance. All miscellaneous receipts should 
be entered below the line marked “Sat. Eve.” with the amount 
placed in the “deposit” and in the “miscellaneous-amount”’ col- 
umns. The details of these receipts, such as from whom received 
and the nature thereof, should be entered in the columns provided 
for attraction and producer. The account column under the gen- 
eral caption “miscellaneous” should also be filled in with the name 
of the account to be credited, such as telephone, candy, etc. Miscel- 
laneous receipts should not be entered on the same deposit slip with 
the regular admissions. All receipts of whatever nature, however, 
should be deposited immediately if possible, and a duplicate de- 
posit slip turned over to the manager. The amounts entered in the 
columns “gross to be shared” and “tax” should be abstracted from 
the box office statement, Form 7. 
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The bank should be instructed not to pay any check drawn in ex- 
cess of a certain amount unless countersigned by a person duly 


All disbursements made by the manager should be by check only. | 
| 
authorized. Only regular weekly operating expenses, such as sal- 
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aries, advertising, electricity, supplies, tickets, ice, laundry, carting, 
etc., should be paid by the manager. A request should be made of 
the electric light company to bill all charges for electricity weekly. 
Each check drawn, except those issued to employees for salary, 
should be entered individually, and the amount thereof recorded 
1030 
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in the column marked “checks” and in the proper classification col- 
umns. The miscellaneous expense column should be used for en- 
tering payments for such items as laundry, carting, ice., etc. The 
miscellaneous disbursement column should be used for recording 
all non-expense items such as authorized advances to the company 
manager and the amount remitted to the main office at the end of 
each week. Only one entry should be made for all payroll checks. 

The numbers of these checks can be entered in the “check No.” 

column by merely showing the first and last number of the checks 

issued. The total amount of these checks should be entered in the 

“checks” column and the proper distribution made in the first three 

columns under the general heading of salaries. 

A settlement will be made by the house manager with the com- 
pany manager at the end of each week or at the time of the last 
performance, if the attraction runs for less than a week. At that 
time the house manager will calculate the share of receipts due the 
company and deduct therefrom any advances made, together with 
the portion of advertising and salaries, if any, chargeable to the at- 
traction. The basis upon which the receipts and certain expenses 
will be shared is contained in the contract entered into when book- 
ing arrangements are made between the operating company and 
the theatre owner. The amount of the check drawn to the company 
manager will be entered in the “checks” column and be distributed 
as follows: 

1. Share of receipts due the company will be entered in black in 
the column so designated. 

2. Share of salaries and advertising to be paid by the company 
will be entered in red in the columns provided therefor. 

3. Return of advance made to the company manager will be en- 
tered in red in the last column, with the name of the company 
manager noted in the account column found under the caption 
“miscellaneous expenditures.” 

The manager should draw a check to the main office each Satur- 
day night, for the excess of receipts over disbursements for the 
week. The amount of this check will usually be in excess of the 
maximum amount which the manager is authorized to withdraw 
and therefore will require countersignature. The check should be 
entered in the “checks” column and in the last column, with the 
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words “main office” noted in the account column under miscel- 
laneous expenditures. After entering this check, all columns should 
be totalled, and the manager should make certain that the columns 
cross-foot and that the total of the “deposits” column equals the 
total of the “checks” column. The statement together with all sup- 
porting vouchers should then be sent to the main office. 

The work done at the main office in connection with this state- 
ment will be primarily one of checking. Supporting vouchers, box 
office statements and the cash report should be carefully checked 
to the entries on the statement and any irregularities discovered 
should be immediately communicated to the manager. Postings 
should be made direct from this statement to the general ledger as 
follows: 


Column Posting 
Deposits Total to debit side of manager’s cash account. 
Box office receipts, 
(including tax) Total to credit side of that particular account. 
Miscellaneous Individual items posted to credit side of each 
account affected. 


Checks Total to credit side of manager’s cash account. 
Company’s share 

of receipts Total to debit side of that particular account. 
Salaries : ) 

Front 

Stage 

Orchestra 
ge eee (Totals of each column to debit side of each 

Bill-posting particular account. , 

Miscellaneous 
Electricity 
Supplies 
Tickets 
Salaries, company 

share Total of each posted to credit side of the par- 
Advertising, ticular account. 

company share 

Individual items in both columns posted to 

Other expenses debit side of proper accounts; offsetting 
Miscellaneous items not to be posted. Amount of check sent 


expenditures to main office should be debited to “manager’s 
cash receivable” account. 
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It may be that at some time the theatre will be operated during 
the closed season, i.e., during the twelve weeks following the end 
of the fiscal year. In such cases, only the following postings should 
be made: 


Column Posting 
Deposits Total debited to “manager’s cash account” and 
credited to “summer income—deferred”. 
Checks Total credited to “manager’s cash account”. 


Two debit postings should be made. The 
check to the main office debited to “man- 
ager’s cash receivable” and the balance to 
“summer income—deferred”’. 

The account “summer income—deferred” will be in the nature of a 


deferred item to be distributed as “other income” over the 40 
weeks of the regular operating period. 


Form 14 (Not SHown)—Casu Book 
Purpose: 

This book will be a record of the cash receipts and disburse- 
ments of the main office. 
Description: 

Either a bound book or loose-leaf record can be used for this 
purpose and each sheet therein should provide for three money 
columns in addition to the information columns. The columns on 
the pages used for receipts should be headed as follows: 

Date (written over first two columns) 

Name 

Details 

Receipts 

Account 

Amount 
The same words should be written on the top of the disbursement 
pages except that the word “checks” should be substituted for the 
word “receipts”. The check numbers can be entered in the detail 
column directly in front of the “checks” column. 


Use: 
The receipts of the main office will consist primarily of weekly 
settlement checks received from the house manager, which will be 
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credited in the general ledger to the “manager’s” cash receivable” 
account. The amount of these checks and any other receipts should 
be entered in the “receipts” and “amount” columns with the proper 
notations made in the other columns. 

All disbursements by the main office should be made by check 
and should be supported by properly approved vouchers. Each 
check should be entered separately, the amount appearing in the 
“check” and “amount” columns and the particular reserve, or other 
account to be charged, noted in the “account” column. Practically 
all disbursements will be charged to particular reserve accounts 
which will be set up weekly for charging overhead expenses. Any 
expenditures made during the summer months, for repairs, alter- 
ations, etc., should be charged to the proper reserve accounts even 
though such accounts will not show any credits therein until the 
operating season begins. 

Both receipt and disbursement pages should be footed weekly 
and postings made to the general ledger. The total of the “de- 
posits” and “checks” columns should be posted to the debit and 
credit side, respectively, of the main office cash account. The items 
in the “amount” column on the receipt page should be posted to the 
credit side of the various accounts affected and those appearing in 
the “amount” column on the disbursement page should be posted 
as debits to the particular accounts to be charged. 

Arrangements should be made with the bank to have the account 
balanced every fourth Saturday. At that time the balance shown 
by the bank should be reconciled with the balance as shown by the 


ledger account. 


Form 15 (Not SHown)—JouRNAL 
Purpose: 

This book will be used as a record for all adjusting and closing 
entries and for the regular weekly entry charging operations with 
one-fortieth of the overhead expenses. 

Description: 

Either a small bound book with the standard journal rulings or 
journal vouchers kept in a small binder will serve the purpose. A 
bound book is recommended where the operation of only one 
theatre is involved. 
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Use: 

Whether the theatre is or is not operating each week during the 
theatrical season (fixed at 40 weeks), the following three entries 
should be made in this book and posted to the general ledger. 

(1) The operating expense and reserve accounts listed below 
should be debited and credited respectively with one-fortieth of the 
estimated amount of each particular expense for the entire fiscal 
year. The expenses and corresponding reserve accounts are as 
follows : 


Telephone and telegraph — Reserve for telephone and telegraph 


Fuel and water Reserve for fuel and water 
Painting and repairs Reserve for painting and repairs 
Renewals Reserve for renewals 

T “enses and dues Reserve for licenses and dues 
Insurance Reserve for insurance 

Taxes (real estate) Reserve for taxes (real estate) 
Interest Reserve for interest 
Depreciation Reserve for depreciation 


In the event that the theatre is not owned but leased, the item of 
rent should be included, and certain expenses, such as interest, 
taxes and depreciation, eliminated, depending upon the terms of 
the lease. The estimated amount of each expense should be estab- 
lished by means of a budget prepared just prior to the beginning 
of each theatre season. At that time the owner or operator of the 
theatre should estimate (i.e., budget) on the basis of past experi- 
ence the amount of each expense for the current fiscal year. For 
purposes of calculating depreciation the following rates based on 
cost are suggested for the various assets: 


% 
Electrical equipment 5 
Miscellaneous furniture and equipment... 10 
Carpets, rugs and draperies............ 12% 


(2) One-fortieth of the balance shown in the account “summer 
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income—deferred” should be charged to that account and credited 
to the account “summer income”. 

(3) The total amount of “gross receipts to be shared” and “tax” 
shown on the manager’s weekly statement of receipts and disburs- 
ments (Form 7) should be credited to these accounts and charged 
to the account “box office receipts”. By making this entry the lia- 
bility to the federal government for taxes will be set up weekly in 
the tax account, and the “box office receipt” account will reflect 
only the total advance sale and tax applicable thereto. 

The figures budgeted at the beginning of the season should be 
revised if subsequent developments prove that the original amounts 
were over or under-estimated. Making such revisions is not ad- 
vised unless the difference is of a fairly large amount. If, how- 
ever, a change in amount is made the revised figure should be pro- 
rated equally over the remaining weeks of the season. 

At the end of each fiscal year the usual closing entries should be 
made transferring the balance in each income and expense account 
to the profit and loss account. In view of the fact that it is im- 
possible to estimate accurately, in advance, the amount of each 
overhead expense for the year, the reserve accounts will usually 
show a small balance either on the debit or credit side at the end 
of the year. These balances should be transferred to an account 
“over or under-statement of expenses” which should then be closed 
out to profit and loss. 

After the net profit for the year has been determined the lia- 
bility for income tax should be calculated and set up by a charge to 
the account “income tax” and a credit to.the “reserve for taxes” 
account. The balance in the “income tax” account should then be 
closed out to profit and loss and the latter account transferred to 
surplus. 

Form 16 (Nor SHown)—GENERAL LEDGER 
Purpose: 

This book should contain all real and nominal accounts arranged 
in the order of assets, liabilities, income and expenses. 
Description: 

A loose-leaf book containing sheets with the standard form of 
ledger rulings is suggested as the best type of ledger. 
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Use: 
The accounts to be opened in the ledger under the various classi- 
fications are as follows: 


Assets : 
Main office cash 
Manager’s cash 
Manager’s cash receivable 
Treasurer’s change fund 
Deposits (electricity, etc.) 


Land 

Building 

Stage rigging 
Electrical equipment 
Seats 


Miscellaneous furniture and equipment 
Carpets, rugs and draperies 
Liabilities : 
Box office receipts (advance sales including tax) 
Summer income—deferred 
Tax (admissions) 
Reserve for telephone and telegraph 
Reserve for fuel and water 


Reserve for painting and repairs 
Reserve for renewals : 
Reserve for licenses and dues 
Reserve for ir:surance 

Reserve for taxes (real estate) 


Reserve for interest 
Reserve for depreciation 
Reserve for income taxes 


Mortgage payable 
Capital stock 
Surplus 
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Income: 


Gross receipts to be shared 
Company’s share of receipts 
Summer operations 

Candy 

Telephone 


Expenses : 


Salaries, front 

Salaries, stage 

Salaries, orchestra 
Salaries, company share 
Advertising, newspapers 


Advertising, bill posting 
Advertising, miscellaneous 
Advertising, company share 
Electricity 

Tickets 


Supplies 

Laundry 

Carting 

Telephone and telegraph 
Fuel and water 


Painting and repairs 

Renewals 

Licenses and dues 

Insurance 

Taxes (real estate) 

Interest 

Depreciation 

Income tax 

Over or under-statement of expenses 


The ledger sheet used for the account “reserve for depreciation” 
should be divided by horizontal ink lines into seven columns. The 
first column should bear the heading “total” and the remaining 
columns should be headed with the names of the six reserves 
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enumerated on page 1035. The total depreciation set up weekly 
through the journal should be entered in the first column with 
proper distribution of this amount made in the remaining columns. 

Postings should be made weekly to the ledger from the various 
records of original entry, i.e., from the weekly statement of re- 
ceipts and disbursements ; the cash book and the journal and a trial 
balance of the accounts should be drawn off weekly or every four 
weeks, depending upon whether weekly operating statements or 
statements covering four weeks operations are desired. In either 
case a regular standard ruled trial balance book should be used 
to record the balances. 


CoNCLUSION 


An examination of the system above described will show it to 
be sufficiently elastic to be readily adaptable to any individual 
theatre, large or small, or to a chain of theatres. The forms may 
be varied to comply with certain particular or unusual circum- 
stances but the system if instituted will be found to afford the 
maximum control and furnish all desired detailed information. 
The system may slightly increase the cost of operation but its tan- 
gible advantages in respect of internal control should outweigh 
such possible objections. 


PROVISION FOR CONTINGENT LOSSES ON 
ACCOUNT OF THE FLUCTUATION IN 
RATE OF CANADIAN EXCHANGE 


By D. C. Buffum, Vice-President, 
Wallace Barnes Co., Bristol, Conn. 


| THE writer’s opinion, some injustice is resulting from the 

present practice of most public accountants in preparing con- 
solidated balance sheets and profit and loss statements of American 
companies owning subsidiaries located in Canada. 

It is the writer’s understanding that it is common practice to 
value Canadian net current assets in a consolidated balance sheet 
in American dollars at the prevailing rate of exchange as of De- 
cember 31. The assets themselves are either written down or a 
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liability is set up among the current liabilities to provide for the 
difference in value between the Canadian and the United States 
dollar. It is the practice also to charge this amount in the con- 
solidated profit and loss statement against current earnings. 

The theory behind this practice is that on combining the asset 
values of companies located in different countries having currency 
which is valued differently the assets must be reduced to a common 
currency, usually of the country wherein is located the principal 
ownership. This theory appears logical enough and unless one 
applies this line of reasoning to a practical example or a specific 
case it would readily be accepted as being entirely sound reasoning 
and good practice. Upon applying this principle, however, it will 
be found that in many cases the results obtained present an unfair 
picture in respect to the net current assets in the consolidated bal- 
ance sheet and understate profits or overstate losses in the consoli- 
dated profit and loss statement. 

It is a fairly well known fact that concerns in this country hav- 
ing Canadian subsidiaries are using every possible means to 
minimize the loss which would ordinarily result from exchange if 
ordinary methods of handling transactions between parent and 
subsidiary were employed. The Canadian Government has, 
through it’s customs laws, recognized that unusual practices would 
probably be resorted to and has, in consequence, enacted it’s 
Dumping Duty Law which is intended to penalize those Canadian 
companies which might, by agreement with their vendors, settle 
their trade obligations free from the exchange by imposing an ad- 
ditional duty, which amounts to the rate. of exchange on the date 
of entry, in case of all such attempts at evasion. Even the grant- 
ing of unusually long terms of credit is looked upon as an evasion 
of the law. 

Inasmuch as it is customary in valuing Canadian inventories to 
add the duty to the invoice cost, it would seem to be permissable to 
add also the dumping duty or the exchange if the invoice is payable 
in funds par at New York. If it be granted that exchange is a 
proper item of cost to be inventoried, then it would seem that this 
item of exchange will be reflected in the selling price of the goods. 
This, however, is purely theory and when it comes to actual prac- 
tice it is extremely doubtful if this item of exchange is ever in- 
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cluded in the inventory and probably never gets into the cost of the 
goods sold, hence is not reflected in the accounts receivable. Any 
expense therefore that has been included in respect to Canadian 
exchange is not reflected in the inventory and to reduce it again by 
the amount of this item of exchange would result in taking a double 
deduction. 

In all probability very few companies having foreign subsidiaries 
found themselves in a position this past year of accumulating in 
Canada very much cash from liquidation of their current assets in 
excess of their requirements for operating these Canadian sub- 
sidiaries. The only ultimate losses which can be sustained on ac- 
count of foreign exchange will result from transferring funds from 
these Canadian subsidiaries to this country and the exchange on 
trade debts outstanding, payable in New York funds, provision for 
sinking fund payments and bond interest on bonds payable in gold 
or New York funds, and preferred and common dividends payable 
in gold or New York funds. Therefore it is contended that to 
provide an accrued liability for such losses in excess of an amount 
which will represent the probable loss through transfer of such 
funds and payment of obligations payable in New York funds 
results in overstating losses or understating profits for the current 
period. 

It is suggested that in order to give expression in the balance 
sheet to the difference in the values of the Canadian and United 
States dollar so far as the net current assets are concerned that an 
account be set up as a liability, calling it “Provision for Canadian 
Exchange” and crediting such account for the net amount of the 
exchange on the current assets and debiting contra a deferred ex- 
change account. This amount so set up will be composed of two 
elements ; one being the amount which the company is reasonably 
likely to sustain as a loss during a future period not to exceed one 
year, based upon past experience as to transfer of funds; the other 
being a purely theoretical loss which will in all probability never be 
suffered. In the case of the former, it would, in the writer’s 
opinion, be entirely justifiable to set this up as a current liability. 
The remainder should be stated as a contingent liability and be off- 
set in equal amount on the asset side by a deferred charge item 
brought down among the intangible or other assets. 
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The writer knows of one instance where absolutely no losses 
have been sustained because of Canadian exchange and there was 
no likelihood of such losses being sustained and yet a current lia- 
bility was set up by the auditors in the amount of approximately 
$20,000, which amount was charged against current operations. 
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